Introduction
In 1952, Markowitz 1 introduced the Mean-Variance hypothesis, where investors were taken to be value maximizing (dU/dE>0) and risk averse (dU/dσ<0) in terms of investor utility (U= ƒ(E,σ)). Thence, based on the Mean-Variance hypothesis and the Liquidity preference theory written by Tobin 2 , Sharpe constructed the CAPM 3 . Followed by the ICAPM 4 written by Merton and the APT 5 written by Ross. This paper initially discusses the reasons that make the CAPM less usable. Then, discussing a relevant equation in the following section. While, the paper is finally summarized in the concluding part.
What's wrong with the CAPM?
We already know the restrictive assumptions encompassed in the CAPM that make it less applicable in the real world: that no transaction costs and taxes exist, that each investor can invest into every asset without any restrictions, that there is unlimited borrowing and lending possible at the risk free rate and short sales, further that asset returns have to be linearly dependent (thus excluding assets with non-linear payoffs), that prices are given and cannot be influenced by the investors (competitive prices), there is homogeneity of investor beliefs and that all assets are marketable.
Moreover, we find that the CAPM is static, considering only a single time period. It does not incorporate unconditional beliefs regarding assets and that they can change on the introduction of * Email: nipun.a@usa.net Phone: +61 401 507 434 new information. Thence, it also states that the capital invested is determined exogenously. Moreover, it explains expected return by a single variable that is the risk of the asset to the market portfolio, and does not take other factors into consideration like book to market value ratios and asset size.
Further, we notice that as the diversification of the portfolio increases, the correlation co-efficient rig should decrease, that means that the correlation between σRi and σRg decreases. Thus, the relationship for calculating the value of the stock from the value of the portfolio in the future becomes more difficult.
Further, we should realise that a stock is a part of two portfolios at all times and not a single portfolio. The first portfolio (market portfolio) is a set of diversified assets (the correlation between them varies), while the second portfolio (sector portfolio) is a set of correlated assets that are of similar asset type, for example AT&T is in the Telco sector. So, AT&T can be in a diversified portfolio and will be in the Telco sector portfolio. If the market portfolio is the same as the sector portfolio, then the correlation will be high, which is not diversification. Thus, the correlation co-efficient here will then be formed on the asset-sector relationship.
Therefore, environmental risk should be divided into two different aspects: the risk associated with being in the diversified portfolio as systematic risk that should affect all stocks at varying levels with their differing variances and correlations to the market portfolio. Further, over that we should have sector specific environmental risk that is associated with that sector that affects the asset, due to the correlation between those similar assets due to their similar structures and behaviour to the economy. However, we realise that the market beta cannot take this correlation effect into consideration.
For example, we may have a multisector stock portfolio, which includes telecom, computing, real estate, industrial and mining stocks all part of the US economy. Then, all these stocks have a relationship: they are operating in the US economy. Therefore, they will have systematic risk effects that affect the assets in the US economy. So, if the Federal Reserve reduces the interest rate by 50 points, then there will be an effect on each stock differently. Partially, due to the stock's relation to the market portfolio and partially due to the relationship of the stock with its sector portfolio. The telecom, computing and mining stocks will be affected more than real estate and industrial stocks. This is due to the structure and interaction of these sectors (including their future prospects and risk weightings) to the economy. Thence, market beta is the initial risk that should be accounted for over the price of interest. Thereafter, over systematic risk we should add environmental risk that is sector specific that affects that asset (due to its grouping) and not all the assets in the portfolio.
Information change asset pricing
Thence, discussing another way to possibly value an asset:
Where, ri = expected return on the asset (at time t= t+1) ∆ ∆ ∆ ∆KRF = change in the risk free rate of return (change in the rate that would determine the cost of assets and the cost of borrowing and lending in the future) µ µ µ µ0 = long-term rate of return on the asset at time t=0 r0 = market rate of return on the asset at time t=0 β β β βCt-t-1 = change in beta composite = βit-t-1 x βSt-t-1 β β β βit-t-1 = change in beta for the asset against the market portfolio (between time t= -1 to t=0) β β β βSt-t-1 = change in beta for the asset against the sector portfolio (between time t= -1 to t=0) β β β βCt-1 = beta composite (at time t= -1) = βit-1 x βSt-1 β β β βit-1 = beta measure of the asset against the market portfolio (at time t= -1) β β β βSt-1 = beta measure of the asset against the sector portfolio (at time t= -1) It = increase in the value of the asset due to internal value construction. The associated environmental risk from the construction should be reflected in the composite beta. ϑ ϑ ϑ ϑS = to incorporate the difference in asset size ε ε ε εt = the error term Analysing the equation:
r0 + µ µ µ µ0(β β β βCt-t-1 -β β β βCt-1) : the required return the asset should attain, incorporating the change in composite beta from the previous period. Moreover, we also get some information for beta in the coming period by analysing information using the beta effect of the proposed internal value construction. ∆ ∆ ∆ ∆KRF : change in the risk free rate of return causing a change in the cost of assets and the cost of borrowing and lending in the future.
It : Adding the internal value constructor (I). All future internal value construction (e.g. from proposed projects) should be accounted for. The associated environmental risk from the construction should be reflected in the composite beta. ϑ ϑ ϑ ϑS : this vector is included to incorporate the difference in asset size. ε ε ε εt : the error term.
Conclusion
This brief paper initially discusses the reasons for the CAPM being less appropriate to calculate the value of an asset under the conditions of risk. Thence, trying to provide another equation to price an asset:
Further, also to define the fact that an asset is actually a part of two portfolios, while bring part of the market portfolio. 
